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Controlling Audit Quality: 
A Responsibility of the Profession? 
Andrew P. Marincovich 
Andrew P . Marincovich & Co. ; President, National Association 
of State Boards of Accountancy 
When the chairman asked me to deal with the subject "Controll ing Audi t 
Quality: A Responsibility of the Profession" he did not indicate the printed 
program title would end wi th a question mark. It would take a brave man to 
answer the broad question of responsibility of the profession i n the negative, 
but it may be constructive to inquire whether the programs of the profession— 
either i n being or under study—are adequate to discharge this responsibility. 
The subject of controlling audit quality involves three inter-related questions: 
" W h e n , " " H o w , " and " B y W h o m . " It seems clear that optimum audit quality 
requires control measures at each stage of the game, i.e., i n the educational 
preparation, in the examination and accreditation process, and i n actual pro-
fessional practice. The questions of " H o w " and " B y W h o m " are more complex, 
and we shall attempt to explore some possibilities. 
Initial Controls 
State laws have established educational requirements for entrance into the 
profession—usually a baccalaureate degree with a certain minimum concentration 
in accounting and related subjects. 
In a 1970 California study, Professor A l a n R. Cerf made certain comparisons 
between the legal profession and the accounting profession i n which he men-
tioned the importance of the law school and the standard of legal education for 
admission to the bar. H e posed the following questions: 
The C P A has made significant strides i n developing examinations 
for admission to the profession. But has he given sufficient attention 
to the preceding education? Particularly has he related the educational 
requirements to the entire functions of the C P A ? 1 
In May of 1969 the A I C P A council adopted the recommendations of the 
Beamer Committee. A m o n g the recommendations of the committee were a five 
year program of professional preparation and elimination of the experience 
requirement of state boards. T w o years after the report, i n a presentation at 
N A S B A ' s annual meeting, M r . Beamer reported that i n eleven states, under 
varying conditions and amounts of education, it was possible for a candidate 
to receive the C P A certificate without meeting an experience requirement. 
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A joint A I C P A - N A S B A Committee on Professional Recognition and Regu-
lation concluded i n 1973 that, "the accounting profession can attain full profes-
sional stature only through establishment of professional schools. In support 
of this position, we point out that other learned professions, which the accounting 
profession often seeks to emulate, have professional schools with close ties to 
the practicing portion of the profession."2 
The question of academic professional preparation continues to have the 
attention of the profession's leaders. Their judgment as to the proper course 
to be selected in the light of realistic future needs w i l l be an important factor 
i n fostering high standards of audit quality. The National Association of State 
Boards of Accountancy ( N A S B A ) can act as a catalyst in the consideration of 
these matters by State boards and can promote a reasonable consistency of ap-
proach among jurisdictions. 
Critical to the performance of a profession as a whole is the quality of the 
personnel who gain entrance to that profession. Education, demonstration of 
competence by examination, and character are the basic ingredients for a suc-
cessful candidate. It has been suggested that character checks on those entering 
the profession may be an important step i n strengthening the standards of the 
accounting profession. By whom should such checks be made? The State Boards 
are the focal point. Their investigation of applicants may not be as searching 
as it should be. The routine inspection of a few letters of reference hardly 
insures the desired standards of integrity, dedication, professionalism, etc. Should 
not the inquiry into the character of a candidate be at least as searching as that 
given i n connection with a security clearance, a mortgage application, or mem-
bership in a social club? This may be an area where N A S B A can provide a 
suggested approach, or possibly assist in actual screening of candidates as a 
service to State Boards. 
W e might also inquire whether educational institutions, particularly the 
professional schools of the future, should not be more selective in admitting 
students to the study of accounting with a view to entering the profession. One 
prominent educator has suggested that such a selection process might be more 
effective i n raising standards than mandatory continuing education after entrance 
into the profession. Professional schools of law, medicine and the ministry have 
long utilized techniques for "weeding out" those deemed to be unfitted for 
professional careers by reasons of temperament or character. 
Administered by individual state boards, all states and territorial jurisdic-
tions, fifty-four in all , utilize the same national examination and national advisory 
grading service provided by the A I C P A . This is a major achievement and 
certainly is a unifying force i n the accounting profession. Careful attention is 
paid to the preparation and security of examination questions by the A I C P A . 
N A S B A has developed and distributed among state boards a procedural manual 
for state boards to help guarantee, as much as possible, uniform conditions for 
the C P A candidate. N A S B A also collaborates with the A I C P A Board of Ex-
aminers in a continuing evaluation of the adequacy and effectiveness of the 
examination. 
So much for the initial controls which have some relation to achieving a 
satisfactory level of audit quality. H o w can we insure these levels of quality 
i n actual professional practice and whose responsibility should it be? 
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Subsequent Controls: Mandatory Continuing Education, a Need? 
U n t i l recently, once a candidate received his certificate the only requirement 
to retain his certificate and license to practice was to pay his annual or biannual 
fees. 
W i t h i n the past few years, the concept of a structured continuing education 
requirement (either mandatory or voluntary) has come to the fore as an im-
portant means of insuring a higher standard of audit quality. Mandatory con-
tinuing education was recommended i n a report of the Beamer Committee of 
the A I C P A . The recommendation was approved by the Council of the A I C P A . 
A t last count twelve states had adopted mandatory continuing education statutes 
and regulations and at least fifteen others were i n the process of doing so. 
W i t h certain exceptions, al l licensees i n continuing education states w i l l be 
required to provide evidence to their respective state boards that they have 
complied with the regulations. These programs are directed to individual com-
petence, however, and do not deal directly with the mechanisms for controlling 
audit quality from a firm point of view. 
Another Way 
Is there another way to approach the problem—namely, some k ind of 
quality review directed to the end-product: the auditor's report (plus the 
organizational structure which produces it)? 
In the 1960's a Practice Review Program was initiated by the A I C P A for 
review of published corporate reports and with subsequent correspondence wi th 
the accountant i f a report was determined to be deficient. State Societies were 
encouraged to supplement the A I C P A program. W i l l i a m C . Bruschi, Institute 
Vice-President, reported in a paper at the T h i r d Annual Symposium for Ac-
counting Educators that " . . . unfortunately i n many states, the state society 
program has languished because of an absence of reports for the committee to 
work o n . " D u r i n g eight years of service on the Board of Accountancy i n my 
own state I was not aware of any case where a substandard report was referred 
to the Board for disciplinary action by the Practice Review Committee of the 
State Society. I hasten to add that it is understood by me that the program was 
intended to be educational and not disciplinary; however, particularly i n cases 
of flagrant substandard reports, I wonder why it should be so limited. H o w 
can we get more grist for the mill? In California various state agencies require 
filings of financial reports for various reasons such as the Department of Finance 
for school district audits, State Controllers Office for municipal reports and the 
Department of Health for health care provider reports to name a few. Staff 
investigators from the California Board would routinely review such filings 
for deficient reports. Because of lack of personnel i n recent years the volume 
of reports reviewed has been limited. The agencies themselves occasionally 
submit apparent substandard reports to the Board. Should State Boards initiate 
a vigorous program for the review of such reports? Except for listed companies, 
public agencies and governmental agencies, a vast majority of audited and un-
audited financial reports prepared for third party use by C P A s are not potentially 
subject to peer review. Should they be? If so, with what agency should they be 
filed and by whom should they be reviewed? W o u l d legislation be required 
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or only an administrative agency ruling? What about the confidentiality of 
information where non-public companies are concerned? W o u l d the added 
"red tape" and potential lack of confidentiality discourage use of the inde-
pendent audit i n the " smal l " or "closely held" corporate situation? W o u l d 
credibility be enhanced sufficiently to provide encouragement for peer reviews? 
These are not easy questions. W e can point out that in some countries 
of the world, financial statements of all businesses must be filed with an ap-
propriate agency, thus opening the door for a review of audit quality on a broad 
basis—assuming the requisite authority and capability. 
An Independent Audit of the Auditors 
The "hot question," at the moment, seems to be the independent perfor-
mance audit (quality control review) of the auditor. This concept deals with 
the firm's controls more than with individual competence. The C P A would 
be the first to point out that the independent audit of publicly held companies 
is a cornerstone of the capital market i n the United States. Should he not be 
receptive, therefore, to an audit (quality review) of his own firm? 
In an address at the annual meeting of the Institute i n 1972 W i l l i a m J. 
Casey, Chairman of the Securities and Exchange Commission suggested that 
the profession is " . . . very much i n partnership with the S E C . This partner-
ship was formed by the congressional decision made almost 40 years ago to 
refrain from any effort to establish a Federal corps of auditors to verify corporate 
reports but rather to rely on the independent audits made by independent ac-
countants."3 H i s comments may have been prophetic of certain more recent 
developments. 
The Quality Review program of the Institute began in 1971 on an experi-
mental basis and was fully operational in 1973. The program came to the 
attention of the Chief Accountant of the S E C , John Burton, who requested 
that a program be developed for reviewing the quality control standards of 
firms considered by the S E C to be i n need of such a review. The agency has 
the necessary authority to perform such reviews but prefers not to do so. The 
intent of the program would be to provide the S E C an alternative to or supple-
ment to " . . . other types of sanctions which might be imposed under Rule 
2(e) as a means of providing assurance to the public and the Commission that 
adequate standards have been established and implemented. It is felt that prac-
ticing firms w i l l be benefited by such a program with consequent benefits to 
the public which the profession serves."4 
H o w w i l l the program work? The A I C P A w i l l designate a panel of quali-
fied reviewers. The S E C w i l l select a Review Team manager who w i l l then 
appoint other members of the team from the panel. The work of the review 
team would be done under Court Order which would provide a cloak of con-
fidentiality to the review procedure. Whereas the A I C P A ' s review program for 
local and regional firms focuses upon audit procedures and reports, the thrust 
of the program developed with agreement of the S E C is upon the reviewed 
firm's quality control procedures. A t least two firms are presently scheduled 
for review. The A I C P A Special Committee on Quality Control in a report 
outlining a tentative program for an inspection of quality control standards 
states: 
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A n inspection conducted by practicing Professionals under A I C P A 
auspices, is preferable to one conducted by persons who may not suf-
ficiently understand auditing practice, whether they be members of the 
staff of the S E C or other persons selected by the S E C . 
It should be pointed out that this type of examination is a new 
exercise i n many respects. U n t i l the first examination is conducted, a 
pattern of conduct by the examiners and by the S E C is not fully dis-
cernible. 5 
Professor Cerf i n his 1970 study suggests: 
The publicity for a profession associated with malpractice suits 
tends to damage the public confidence i n the profession. It would take 
a great deal of study to determine how the C P A s could perform autop-
sies on the work of their fellow practitioners. However, this may be a 
better solution to maintenance of discipline than revocation of licenses 
or expulsion from the professional societies.6 
Except for the voluntary Quality Review program of the Institute which 
is just getting under way and has achieved limited coverage, other programs 
seem to accentuate the negative (disciplinary aspects of control). The Institute 
and some state societies are considering an abridged version of the voluntary 
program, i.e., a one-man-day review for smaller firms. Unresolved questions 
include: 
W h o would pay for such reviews? 
W o u l d they be coordinated or supervised by State Boards? 
Would they be really adequate or only cosmetic? 
Would they be educational or would they include sanctions? 
It may be helpful to return to M r . Casey's 1972 address to the Institute in 
which he said: 
It seems to me that an important profession-wide requirement for 
the accounting profession is the establishment of an improved profes-
sional quality control system. Membership i n the national professional 
organization of accountants should represent more than a license and 
paying dues. It should represent more even than agreement to a code 
of ethics, as vital and necessary as that is. 
It might be that a more formal mandatory self-policing system 
should be established so that every professional practice is reviewed 
periodically by other professionals. In the self-regulation of the securi-
ties industry, a comprehensive annual inspection is called for. The 
situation is not exactly analogous, and such a comprehensive inspection 
may not be necessary on an annual basis i n your work. However, i f 
your organization is to be a truly responsible self-regulatory body, some 
self-policing effort seems called for. 7 
Other Steps 
In the meantime, other steps must be taken to improve the regulatory 
control procedures affecting the profession. 
Underscoring this need is a recent Wisconsin court decision which declared 
unconstitutional Wisconsin statutes that gave the State Medical Examining 
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Board the power to investigate and discipline doctors for unprofessional conduct. 
State boards of accountancy may very well be required to get out of the business 
of acting as the investigator, prosecutor, judge, and jury. If, however, state 
boards of accountancy are permitted to continue i n those roles, should it be the 
responsibility of the profession to develop and present cases of substandard 
professional performance to state boards when the educative process fails or has 
been shunned? Is such cooperation and assistance to regulatory boards and 
commissions a legitimate part of self-regulatory procedures? Is it a national 
outgrowth of the Institute's present efforts to integrate its procedures with the 
state societies? 
Conclusion 
It seems clear that the problem of controlling audit quality is so complex 
that it w i l l require a cooperative effort on the part of practitioners, professional 
organizations, government agencies, and regulatory boards. N o small part of 
the problem lies in the heterogeneous nature of the profession. Measures which 
are designed to insure a level of competence in individual C P A s may have little 
effect when related to the quality control "apparatus" of a medium- or large-
size f irm. Measures which might give comfort as to quality control wi thin a 
firm might rest on "quick-sand" if a basic level of competence of individual 
licensees is not looked after. It may well be that a multi-pronged approach is 
required which would include: 
1. A continuing education program for the individual licensee. 
2. A n effective investigatory procedure, possibly the peer review, as a 
prophylaxis for the "cause celebres," the flagrant cases. 
3. A n availability of talent which can be programmed for voluntary 
reviews under the auspices of professional organizations. 
4. A testing program by State Boards, under statutory authority, of 
the quality control apparatus of firms. 
It is encouraging to note that these questions and others are being actively 
considered i n a number of forums. The C P A must have high standards and 
the public must have confidence that he is what he says he is. Wal ly Olson 
suggests: 
It is crucial to our credibility that we carry on a vigorous program 
of self-discipline. Such a program must not only be effective but must 
be perceived to be effective by the public at large. 8 
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